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FINANCIAL HIGHLIGHTS 


1977 


1976 


For the year: 

Net sales. 

Income before income taxes. 

Provision for income taxes. 

Net income. 

Per share of common stock. 

Percent of net sales. 

Net income applicable to common stock as a percent of equity of 
common stockholders (beginning of year). 

Cash dividends declared: 

Common stock, $1.37 and $1.34 per share, respectively. 

Preferred stock, $5.00 per share. 


$151,744,000 

12,297,000 

2,016,000 

10,281,000 

$3.69 

6 . 8 % 


$149,026,000 
. . 20,066,000 
. . . 8,482,000 
. . 11,584,000 

.$4.19 

.7.8% 


11.2%.14.0% 

$3,754,000 .$3,639,000 

176,000. 176,000 


At the year-end: 

Working capital. 

Investment in property, plant and equipment, net 

Long-term debt (due after one year). 

Book value per share of common stock. 

Shares of common stock outstanding. 

Number of stockholders of record. 


$19,730,000 

125,836,000 

42,736,000 

$35.17 

2,753,282 

4,377 


$19,863,000 
105,828,000 
. 32,500,000 

.$32.89 

. . 2,736,088 
.4,258 


ANNUAL MEETING 

The annual stockholders’ meeting will be held at West 
Point Armory and Recreation Center, West Point, Virginia, 
on Wednesday, April 26,1978, at 11:00 a m. 
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REPORT TO STOCKHOLDERS 


We are happy to report satisfactory performance by 
Chesapeake during 1977. Sales volume was good; but 
because of depressed sales prices and increased costs, 
net income did not equal our earnings in 1976. Our cor¬ 
rugated container subsidiaries experienced an excellent 
year and made an important contribution to the earnings 
of the Company. 

Market conditions were particularly adverse, both do¬ 
mestically and world-wide, for commodity-type products 
such as woodpulp and linerboard. Under these adverse 
circumstances, we are pleased with the results realized 
by Chesapeake for the year. 

Details of our 1977 operations are shown in the accom¬ 
panying financial statements and are commented upon 
elsewhere in this Annual Report. We urge you to review 
carefully these statements and comments, in order that 
you will be informed regarding Chesapeake's operations. 

Operations of Chesapeake Bay Plywood Corp.. the Com¬ 
pany's 50%-owned affiliate, reached a record for both 
sales and earnings during the year. Construction, espe¬ 
cially single-family homes, was at a high level throughout 
the year; and this generated a strong demand for plywood 
products manufactured by Chesapeake Bay. Although 
housing construction in 1978 will probably not achieve 
the level reached in 1977, we are confident that opera¬ 
tions of Chesapeake Bay will produce satisfactory profits. 

In the text of this Annual Report, you will find a discus¬ 
sion of the $48,000,000 expansion and improvement 
program at our West Point mill, the major part of which 
was completed in 1977. This program will increase the 
productive capacity of the mill, improve product quality 
and decrease the consumption of fuel oil. 

In 1977, Chesapeake expanded its corrugated container 
operations through the acquisition of Independent Box- 
makers. Inc., of Louisville. Kentucky, and the establish¬ 
ment of Chesapeake Container, Inc., a new corrugated 
container plant, located in Henrico County. Virginia, near 
Richmond's Byrd Airport. We believe these plants will 
add to the long-range strength of Chesapeake. 

During the year, we concluded a new two-year agreement 
with the unions representing hourly-paid employees at 
our West Point mi 11. The agreement provides for i ncreases 
in labor rates, improvements in insurance and pension 
benefits and other miscellaneous items. We, of course, 
are anxious to provide our employees with the best 
possible income and other benefits, but we regret that 
neither the increase in productivity nor the sales prices 
permit the Company to recover these additional costs. 


There are many class action antitrust lawsuits pending 
against many companies engaged in the paper business 
in the United States. Chesapeake is a defendant in fifteen 
of these suits alleging price fixing of corrugated 
boxes and linerboard. We are vigorously defending 
these suits, and while all litigation has an element of 
uncertainty, we believe the outcome of these suits will 
not have a materially adverse effect on our financial 
position or business. 

On October 1. 1977. Elizabeth S. Gray. Corporate Sec¬ 
retary. retired after serving forty-four years with Chesa¬ 
peake. We know she will be greatly missed by many 
stockholders as well as her fellow employees. William 
E. Fish, formerly Assistant Secretary, has assumed the 
position of Corporate Secretary. 

Although unfavorable supply and demand balances 
existed for our products throughout 1977. we are con¬ 
fident that more favorable economic conditions will 
develop over the long term. When this occurs, the 
Company's profit potential will improve. We do not expect 
substantial improvement to occur early in 1978. and 
consequently our forecasts suggest that 1978 earnings 
will not equal our 1977 results. 

We are grateful for the loyal and dedicated efforts of our 
2.152 employees who made a significant contribution to 
the Company's results in a difficult year. We know we will 
continue to benefit from the efforts of this group of out¬ 
standing men and women. 




President 




February 24.1978 








MILL SALES 


The number of tons of product sold by Chesapeake s 
mill in 1977 was approximately 2>$% greater than in 1976. 
Linerboard and bleached hardwood pulp accounted for 
this increase in volume, while unbleached kraft paper 
shipments remained at their 1976 level. 

The market for linerboard. unbleached kraft paper and 
bleached hardwood pulp was extremely competitive 
and demand was erratic throughout the year. 

The domestic inventory of linerboard and the world-wide 
inventory of pulp were high at the beginning of 1977. 
These inventories continued to build during the first half 
of the yearand the higherthan normal inventories exerted 
an adverse pressure on the market. Consequently, the 
price level at year end for both linerboard and pulp was 
below their 1976 levels. 

There was a slight increase in the price of unbleached 
kraft paperin 1977. During the closing months of the year, 
the volume of paper sales increased to the level of antic¬ 
ipated paper sales in 1978. 

We believe that the mill will operate at full capacity for 
the balance of 1978 including the additional capacity 
added by the expansion program. 

CORRUGATED BOX 
PLANT OPERATIONS 

With a profitable performance from each of our con¬ 
verting subsidiaries, it was another good year for our 
corrugated box plants. While earnings were down from 
those achieved in recent years, they were still at satis¬ 
factory levels. 

The volume of shipments from our box plants increased 
steadily throughout the yearona monthly basiscompared 
to 1976. For the entire year, shipments were higherthan 
1976 as a result of increased business activity and the 
acquisition of Independent Boxmakers. Inc. of Louisville. 
Kentucky in July 1977. 

Independent Boxmakers. Inc. has two corrugated box 
plants. One is in Louisville. Kentucky and a smaller one 
is in St Anthony. Indiana. The addition of these two plants 
and our new plant. Chesapeake Container. Inc., under 
construction in Richmond. Virginia, brings our total num¬ 
ber of subsidiaries to eight companies with nine plant 
locations. Each of the plants is a complete box plant with 
a corrugator except the one in St. Anthony, a sheet plant, 
which receives its sheets from ourLouisville plant. These 
plants contribute significantly to total sales and earnings 
of the Company and are an important factor in Chesa¬ 
peake's operations. 

We believe the economy will continue to improve during 
1978 and that the entire corrugated industry should 
achieve record production and shipments during the 
4 coming year. 
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MILL EXPANSION 
AND ENVIRONMENTAL 


A major West Point mill expansion began April 1975 with 
the signing of an engineering contract for a new No. 4 
chemical recovery boiler. The expansion, consisting of 
updating existing equipment, adding pollution abate¬ 
ment and energy conservation equipment, and providing 
processes for production increases, affects most aspects 
of our mill. 

This expansion program is expected to cost about $48 
million when completed. The benefits we expect include 
an increase in pulp production of 120 tons a day, a net 
saving of approximately 120,000 barrels of oil a year, or 
$1.5 million at the present price of oil, and a reduction 
in labor. In addition, we expect to improve our product 
quality and meet all existing federal and stateairemission 
and waste water quality requirements. 

TheNo. 4 chemical recovery boiler replaced two units in¬ 
stalled in the 1940's and is housed in the tallest building 
—280 feet high—in our mill complex. The boiler and a new 
15.000-KW, high pressureturbine generator supplysteam 
and power. With the addition of these facilities, daily 
pulp production capacity has been increased from 1,080 
tons to 1,200 tons. We expect a reduction in our con¬ 
sumption of oil by approximately 100,000 barrels a year. 

Associated with the recovery boiler is a highly-efficient 
electrostatic precipitator that saves chemicals and re¬ 
duces particulate emission. The start-up of the chemical 
recovery boiler and electrostatic precipitator ahead of 
schedule mean that Chesapeake is ahead of the environ¬ 
mental compliance deadline of Junel,1978.Initial testing 
indicates that we will be well within the particulate emis¬ 
sion standards set by the Commonwealth of Virginia. 

The other construction in the power plant area is entirely 
for environ mental purposes. A scrubber is being installed 
on our bark boiler. It will utilize paper mill waste water to 
scrub exhaust gases and reduce particulate emissions. 

Expansion of the No. 2 paper machine's drying capacity 
has added 100 tons a day in paper and paperboard ca¬ 
pacity. An expansion of the bleach plant and market pulp 
machine has added 100 tons a day of capacity to the 
production of bleached hardwood market pulp. Depend¬ 
ing on the demand from customers—whether for market 
pulp or paper/paperboard—the 120-ton-a-day pulp pro¬ 
duction increase will be allocated between the paper 
machine and the market pulp machine. The new pulper 
under No. 2 machine has performed satisfactorily with 
a net energy saving of 8,000 barrels of oil a year. 

Improvements in the causticizing and lime-burning areas 
of the pulp mill provide a better pulp-cooking liquor and 


also reduce stack emissions. A new set of evaporators 
provides black liquor concentration capacity for a pulp 
production level of 1,550 tons a day. 

An expansion of the pulp mill’s in-plant waste water col¬ 
lection system to collect minor streams was completed 
this year. This should further reduce the possibility of 
environmental damage. 

The system of hot stock refining and screening of pulp 
from the Kamyr digester was completed early in 1977. 

This has resulted in improved pulp quality and savings 
of 12,000 barrels of oil a year. 

Another important area of improvement is in the wood- 
yard. When completed in April 1978, this improvement 
will assure a steady flow of wood for the pulp production 
increase. The system will allow the mill to use a higher 
percentage of long-length roundwood, provide more 
storage space for wood chips and speed up the unloading 
of barges and trucks. 

During 1974 through 1977, Chesapeake has completed 
pollution control facilities costing over $18 million at the 
West Point mill. The annual operating costs for these 
pollution control facilities are in excess of $3 million. 

For further information concerning environmental 
matters, see Note 10 of Notes to Consolidated Financial 
Statements. 

WOODLANDS 

While pulpwood inventories and supplies were adequate 
during the year, severe weather during the early months 
disrupted normal deliveries to the mill. Completion of the 
new recovery boiler at the West Point mill in September 
1977 permitted increased pulp production that will require 
an additional 70,000 cords of wood annually. Two new 
field chipping units and three additional buying yards 
were opened in 1977, and we anticipate no major prob¬ 
lems in meeting this increase in wood requirements. 

A larger quantity of pine is being harvested from Chesa¬ 
peake's lands because more pine plantings have reached 
marketable size. 

Timberland acquisition continued throughout 1977 with 
an additional 2,269 acres being purchased to bring 
Chesapeake’s total timberlands to 347,000 acres. 

An estimated 25,000 people, employees and the general 
public, availed themselves of the opportunity to hunt on 
Chesapeake’s land during 1977. 
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STOCK PRICES AND DIVIDENDS PAID 

Chesapeake's common stock is listed on the New York Stock Exchange. The 1976-77 high and low prices and dividends 
paid per quarter adjusted for three-for-two split in May 1976 were as follows: 


Prices Dividends Paid 


1976 Quarter 

High 

Low 

(Per Share) 

1st 

33% 

24 

31%<P 

2nd 

32% 

27% 

31%$ 

3rd 

30% 

25% 

34$ 

4th 

29 

26% 

34$ 



Prices 

Dividends Paid 

1977 Quarter 

High 

Low 

(Per Share) 

1st 

31% 

28 

34$ 

2nd 

33% 

29% 

34$ 

3rd 

30% 

25% 

34$ 

4th 

29% 

24% 

34$ 


There is no market for the $5 cumulative convertible Series A preferred stock, which is not listed. A quarterly dividend 
of $1.25 per share is paid on the stock. 


ACCOUNTANTS’ REPORT 


To the Stockholders and Board of Directors 
The Chesapeake Corporation of Virginia: 

We have examined the consolidated balance sheet of The Chesapeake Corporation of Virginia 
and subsidiary companies as of January 1,1978 and January 2,1977, and the related consolidated 
statements of income and retained earnings and changes in financial position for the years (fifty- 
two and fifty-three weeks, respectively) then ended. Our examinations were made in accordance 
with generally accepted auditing standards and, accordingly, included such tests of the accounting 
records and such other auditing procedures as we considered necessary in the circumstances. 

In our opinion, the financial statements referred to above present fairly the financial position of 
The Chesapeake Corporation of Virginia and subsidiary companies as of January 1, 1978 and 
January 2,1977, and the results of their operations and the changes in their financial position for 
the years then ended, in conformity with generally accepted accounting principles applied on a 
consistent basis. 


COOPERS & LYBRAND 

Certified Public Accountants 


Suite 1000 

Seventh and Franklin Building 
Richmond. Virginia 23219 
February 14,1978 











The Chesapeake Corporation of Virginia and Subsidiary Companies 


CONSOLIDATED BALANCE SHEET 


January 1, 
1978 

$ 2,630,945 


13,876,604 
1,820,000 

5,090,247 

11,619,029 

548,987 

35,585,812 


Property, plant and equipment, at cost (Note 1c): 

Land—plant sites. 988,634 

Buildings and structures. 18,467,561 

Machinery and equipment. 141,201,022 

Construction in progress. 4,090, 867 

164,748,084 

Less accumulated depreciation. 68,532,231 

96,215,853 

Timber and timberlands, less accumulated cost of timber harvested 
of $8,977,052 and $7,814,617, respectively. 29,619,774 

Net property, plant and equipment. 125,835,627 


Other assets: 

Investment in 50%-owned company (Note la). 1,221,000 

Construction funds held by trustee (Note 3). 1,614,012 

Notes and accounts receivable. 707,615 

Sundry assets and unamortized loan costs. 2,223,464 

5,766,091 


$167,187,530 


ASSETS 

Current assets: 

Cash. 

Short-term securities, at cost which approximates market. 

Accounts receivable, less allowances for doubtful accounts of 

$348,000 and $311.000, respectively. 

Recoverable federal income taxes (Note 4). 

Inventories, at lower of cost or market (Notes 1 b and 2): 

Finished goods and goods in process. 

Manufacturing materials and supplies. 

Prepaid expenses. 

Total current assets. 


January 2, 
1977 

$ 2,184,722 

4.383,383 

11,904.314 


3,628,772 

11,743,325 

558,658 

33.593,174 

822,818 

16,582,924 

100,738.628 

19.366,705 

137,511,075 

60.881,233 

76,629,842 

29,197,994 

105,827,836 

930,000 

3,603,054 

506,735 

1,825,194 

6,864,983 

$146,285,993 
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LIABILITIES AND STOCKHOLDERS’ EQUITY 

Current liabilities: 

Accounts payable and accrued expenses. 

Long-term debt due within one year. 

Notes payable—principally timber properties. 

Dividends payable. 

Federal and state income taxes. 

Total current liabilities. 


January 1, 
1978 

$ 10,738,641 
1,253,412 
1,292,740 
1,007,651 
1,563,272 
15,855,716 


Long-term debt (due after one year) (Note 3) 


42,736,154 


Deferred income taxes (Note 1 f) 


8,233,000 


Stockholders’ equity (Notes 3, 5, 6 and 7): 

Preferred stock, $100 par value; authorized, 150,000 shares issuable in 
series;outstanding, $5cumulativeconvertibleseriesA,35,202shares.. 3,520,200 

Common stock. $5 par value; authorized, 10,000,000 shares; outstanding, 

2,753,282 and 2,736,088 shares, respectively. 13,766,410 

Additional paid-in capital. 1,614,440 

Retained earnings. 81,461,610 


100,362,660 


$167,187,530 


The accompanying notes are an integral part of the financial statements. 


January 2, 
1977 


$ 8,537,145 

1,193,946 
1,439,532 
974,272 
1.585.772 
13,730,667 


32,500,000 


6,546,471 


3,520,200 

13,680,440 

1,197,486 

75,110,729 

93.508.855 


$146,285,993 



































The Chesapeake Corporation of Virginia and Subsidiary Companies 


CONSOLIDATED STATEMENT OF INCOME AND RETAINED EARNINGS 

For the years ended 



January 1, 

1978 

January 2, 
1977 

Sales and other income: 

Net sales. 

Interest earned. 

Other income, net (Note 14). 

Equity in earnings of 50%-owned company (Note la). 

$151,744,420 

431,305 

457,914 

651,000 

153,284,639 

$149,026,166 

701,814 

525,531 

363,000 

150,616,511 

Costs and expenses: 

Cost of sales, less depreciation and cost of timber harvested. 

Depreciation and cost of timber harvested (Note Id). 

Selling, general and administrative expenses. 

Interest expense. 

Income before income taxes. 

Provision for federal and state income taxes (Notes If and 4). 

114,355,444 

13,065,835 

10,487,613 

3,078,397 

140,987,289 

12,297,350 

2,016,000 

107,149,062 

11,508,329 

9,486,866 

2,406,528 

130.550.785 

20,065,726 

8,482,000 


Net income. 

10,281,350 

11,583,726 

Retained earnings, beginning of year. 

75,110,729 

67,342,420 

Cash dividends declared: 

85,392,079 

78.926,146 

Common stock.$1.37 and $1.34 per share, respectively (Note 5). 

3,754,459 

3,639,407 

Preferred stock, $5.00 per share. 

176,010 

176,010 


3,930,469 

3,815,417 

Retained earnings, end of year (Note 3). 

$ 81,461,610 

$ 75,110,729 

Net income per share of common stock (Note 1 g). 

$3.69 

$4 19 


10 The accompanying notes are an integral part of the financial statements. 















































The Chesapeake Corporation of Virginia and Subsidiary Companies 


CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


Source of funds: 

Operations: 

Net income. 

Add (deduct) items not currently affecting working capital: 

Depreciation. 

Cost of timber harvested. 

Equity in undistributed earnings of 50%-owned company. 

Deferred income taxes. 

Total from operations. 

Proceeds of long-term debt (Note 3). 

Sale of common stock to employees (Note 5). 

Book value of property disposals. 

Other transactions, net. 

Decrease in working capital. 

Totals. 

Application of funds: 

Additions to property, plant, equipment and timberlands. 

Increase (decrease) in construction funds held by trustee. 

Purchase of Independent Boxmakers, Inc., less working capital acquired 
($457,000) and long-term portion of debt assumed ($1,051,000) (Note 9). 

Cash dividends declared. 

Reduction of long-term debt. 

Totals. 

Analysis of changes in working capital: 

Increase (decrease) in current assets: 

Cash and short-term securities. 

Receivables. 

Recoverable federal income taxes. 

Inventories. 

Prepaid expenses. 

Totals. 

Increase (decrease) in current liabilities: 

Accounts payable and accrued expenses. 

Long-term debt due within one year. 

Notes payable—timber properties. 

Dividends payable. 

Income taxes. 

Totals. 

Decrease in working capital. 

Working capital, beginning of year. 

Working capital, end of year. 


For the years ended 


January 1, 
1978 


$10,281,350 

9,010,574 

4,055,261 

(291,000) 

1,686,529 

24,742,714 

10,400,000 

502,924 

527,104 

42,079 

132,411 

$36,347,232 


30,026,429 

(1,989,042) 

3,165,000 

3,930,469 

1,214,376 

$36,347,232 


$(3,937,160) 

2,782,290 

1,820,000 

1,337,179 

(9,671) 

1,992,638 

2,201,496 

59,466 

(146,792) 

33,379 

(22,500) 

2,125,049 

132,411 

19,862,507 

$19,730,096 


January 2, 
1977 


$11,583,726 

7,897,393 

3,610,936 

(363,000) 

554,091 

23,283,146 

6 , 000,000 

518,135 

708,838 

235,943 

10,413,136 

$41,159,198 

32,553,307 

3,603,054 


3,815.417 

1,187,420 

$41,159,198 


$ (9,627,549) 
(937,725) 

2,206,085 

161,109 

(8,198,080) 

1,313,543 

1,139,987 

593,576 

69,581 

(901,631) 

2,215,056 

10,413,136 

3 0,275, 643 

$19,862,507 


The accompanying notes are an integral part of the financial statements. 
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The Chesapeake Corporation of Virginia and Subsidiary Companies 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

1. Summary of Significant Accounting Policies: 

a Consolidation and 50%-owned Company: The consolidated financial statements include the accounts and opera¬ 
tions of The Chesapeake Corporation of Virginia and its subsidiary companies (the ' Company" except as otherwise 
indicated by the context). Intercompany accounts and transactions have been eliminated. The investment in Chesa¬ 
peake Bay Plywood Corp., a 50%-owned company, is accounted for under the equity method. See Note 9 with 
respect to the acquisition in 1977 of Independent Boxmakers, Inc. 

b. Inventories: Inventories are valued at the lower of cost or market. The cost of all significant product and manufac¬ 
turing materials inventories is determined by the last-in, first-out (“LIFO”) method. The cost of other inventories is 
determined principally by the average cost method. See Note 2. 

c. Property, Plant and Equipment: The costs of major renewals and betterments are capitalized while the costs of 
ordinary maintenance and repairs are charged to income as incurred. When properties are sold or retired, their cost 
and the related accumulated depreciation or cost of timber harvested are removed from the accounts and the gain 
or loss is credited or charged to income. Costs and accumulated depreciation with respect to assets which have 
become fully depreciated are generally removed from the accounts. Preoperating costs associated with new facil¬ 
ities are charged to income as incurred. 

d Depreciation and Cost of Timber Harvested: Depreciation for financial reporting purposes is computed principally 
by the straight-line method, based on the estimated useful lives of the assets. Cost of timber harvested, represent¬ 
ing timber cut from company-owned lands and from short-term cutting rights, is computed on quantities cut from 
individual tracts at rates based on costs and estimated volumes of harvestable timber. 

e Research and Development Costs: These costs, which are not significant in amount, are charged to income as 
incurred. 

f. Income Taxes: The Company defers to future periods the income tax effects resulting from timing differences be¬ 
tween financial and taxable income. Such differences relate principally to the use of accelerated depreciation 
methods for income tax purposes and the deferral of income taxes on the operations of the Company's Domestic 
International Sales Corporation. Investment tax credits are accounted for by the flow-through method as a reduction 
of the provision for federal income taxes. 

g Income Per Share: Net income per share of common stock is based on the weighted average number of outstanding 
common shares and equivalents (2,740,207 in 1977 and 2,723,207 in 1976), after recognition of preferred dividend 
requirements. Net income per share, assuming conversion of outstanding preferred stock, is substantially identical 
to the amounts reported herein. 

h Definition of Fiscal Year: The Company’s fiscal year ends on the Sunday nearest to December 31. Fiscal year 1977 
(fifty-two weeks) ended January 1,1978 and fiscal year 1976 (fifty-three weeks) ended January 2,1977. 


2. Inventories: 

Inventories at year-end are classified as follows: 


Finished goods. 

Goods in process. 

Manufacturing materials and supplies 

Totals. 


1977 


1976 


$ 


4,875,018 

215,229 

11,619,029 


$ 


1 


3,500,240 

128,532 

1,743,325 


$16,709,276 $15,372,097 


I nventories at year-end determined by LI FO totaled approximately $7,956,000 for 1977 and $ 7,918,000 for 1976, such 
amounts being approximately $1,286,000 and $1,589,000, respectively, less than the amounts of such inventories 
stated at current costs. For federal income tax purposes, LIFO inventories at January 1, 1978 have a tax basis of 
approximately $126,000 less than their balance sheet cost due to purchase accounting requirements. 


12 
















The Chesapeake Corporation of Virginia and Subsidiary Companies 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

3. Long-Term Debt and Revolving Credit Agreement: 

Long-term debt at year-end consists of: 


8> 2 % Promissory Notes due December 1991, 
payable $1,000,000 annually from 1977 

through 1990 and $2,000,000 at maturity. 

1977 

$15,000,000 

1976 

$16,000,000 

Notes payable under revolving credit agreement 
with interest at the prime rate 

(7%% at January 1,1978). 

6,900,000 


8% Subordinated Convertible Notes due July 1978- 
1985, payable $173,700 in 1978, $174,900 
annually in 1979 and 1980, and $595,300 
annually thereafter until maturity. 

3,500,000 


Industrial Development Authority of the Town 
of West Point, Virginia: 

5.2% to 5 7 /e% Pollution Control Note due 1984-1998 . 

11,500,000 

11.500,000 

6Z 2 % Pollution Control Note, payable in annual 
amounts ranging from $300,000 in 1997 to 
$600,000 in 2006. 

5,000,000 

5,000,000 

6 T /e% Industrial Development Note, payable 
$100,000 annually 1992-2001 . 

1,000,000 

1,000.000 

Other (1977 amount represents debt of subsidiary 
acquired in 1977). 

Totals. 

Less amounts due within one year. 

. 1,089,566 

43,989,566 

1,253,412 

193.946 

33,693,946 

1,193,946 

Amounts due after one year. 

$42,736,154 

$32,500,000 


Annual maturities of long-term debt for the next five years are: 1978 — $1,253,412; 1979 —$1,261,000; 1980 — 
$1,269,000; 1981 - $1,697,000 and 1982 - $1,703,000. 

Under a revolving credit agreement made with two banks, the Company has the right to borrow at the prime rate a 
maximum of $23,000,000 (of which $6,900,000 had been borrowed at January 1,1978) until December 31,1979. At 
that time, up to the maximum amount may be converted into four-year term notes repayable in sixteen quarterly install¬ 
ments to December 31, 1983. The term notes would bear interest at % of 1% above the prime rate for the first year 
and thereafter at V 2 of 1 % above prime. The agreement provides for a commitment fee. through December 31,1979, of 
'A of 1 % per annum on any unused portion of the commitment. The Company may terminate the agreement or reduce 
the maximum commitment thereunder at any time without penalty. The Company has an informal understanding with 
the two banks to maintain collected demand deposits averaging, on an annual basis, 10% of the line of credit. Normal 
working balances are generally sufficient to cover this arrangement. 

The 5.2% to 5 7 / e % Pollution Control Note requires payments in amounts sufficient to enable the Industrial Develop¬ 
ment Authority of the Town of West Point, Virginia (the "Authority") to pay, as required, the principal, premium, if any, 
and interest on the Authority's bonds sold in 1973. Of the $11,500,000 bonds sold, $2,000,000 (interest rates range 
from 5.2% to 5.5%) matures $500,000 annually from 1984 through 1987. The remaining $9,500,000, bearing 5%% in¬ 
terest, matures in 1998 and is subject to mandatory sinking fund redemption by the Authority in progressive amounts 
ranging from $600,000 in 1988 to $1,200,000 in 1997, and $1,300,000 matures in 1998. Beginning in 1983, the bonds 
are redeemable by the Authority at prices ranging from 103 in 1983 to 100 beginning in 1989. 




























The Chesapeake Corporation of Virginia and Subsidiary Companies 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

Beginning in 1986, the Company may, at its option redeem in whole or in part, the 6V 2 % Pollution Control Note and 
the Industrial Development Note at prices ranging from 103 in 1986 to 100 beginning in 1992. At January 1,1978, un¬ 
expended pollution control fundsarising from this financing and held by a trustee ($1,614,012) were invested in short¬ 
term securities the quoted market of which approximated their cost. 

The 8% Subordinated Convertible Notes, issued in connection with the purchase of Independent Boxmakers, Inc. 
(see Note 9), are convertible at the option of the holders, beginning July 2,1978 into the Company's common stock 
at the rate of $50 in principal amount of notes for each share of stock, such rate being subject to adjustment in 
certain events. There are 70,000 unissued common shares reserved for the conversion of these notes. 

Other long-term debt at Jan uary 1,1978 ($1,089,566) represents pri ncipal ly mortgage notes payable 1978-1988 and 
collateralized by real property having an aggregate net book value of $1,826,000. Interest rates are principally at the 
lender s prime rate (8% at January 1,1978), subject to a 9% maximum and a 6% minimum. 

The revolving credit agreement and the 8Y 2 % Promissory Note agreements limit the declaration of dividends on 
common stock (other than dividends payable in capital stock of the Company) and the redemption or purchase of 
the capital stock of the Company. The agreements also contain restrictions relating to additional indebtedness and 
liens and require the maintenance of a minimum of $12,000,000 of consolidated net current assets. Under the most 
restrictive terms of such agreements, retained earnings of approximately $7,700,000 were free of restrictions at Jan¬ 
uary 1, 1978 


4 Provision for Income Taxes: 

Provision for income taxes consists of: 

Currently payable: 

Federal. 

Less investment tax credits. 

State. 

Total current. 

Deferred: 

Federal. 

State. 

Total deferred. 

Totals. 


1977 

$3,316,000 

3,646,000 

(330,000) 

659,000 

329.000 

1,501,000 
186,000 
1,687.000 
$2,016,000 


1976 

$8,052,000 
1,400,000 

6,652,000 
1,276,000 
7,928,000 

506,000 

48,000 

554,000 

$8,482,000 


Investment tax credits earned in 1977 and 1976 include approximately $2,750,000 and $700,000, respectively, relat¬ 
ed to the Company’s three-year major expansion program which was announced in February 1975 and completed dur¬ 
ing 1977. In 1977 because of the adoption of a stock ownership plan (see Note 7), investment tax credits include the 
additional 1% on qualified property additions. Recoverable federal income taxes of $1,820,000, as shown in the 
balance sheet, result from the carryback to a prior year of a portion of 1977 investment tax credits. 


A reconciliation of differences between the federal statutory rate and the consolidated effective tax rate follows: 

1977 1976 


Federal statutory rate. 

State income tax, net of federal income tax benefit 

Investment tax credits. 

Capital gain rates (primarily from cutting and 

sale of timber). 

Other, net. 

Consolidated effective tax rate. 


48.0% 

48.0% 

3.6 

3.4 

(29.7) 

(7.0) 

(4.6) 

(14) 

(.9) 

(.7) 

16.4% 

42.3% 




































The Chesapeake Corporation of Virginia and Subsidiary Companies 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

5 Capital Stock and Additional Paid-In Capital: 


The preferred shares, $5 cumulative convertible series A, entitle the holders to one vote for each share held. Such 
shares are entitled in liquidation to and may be redeemed by the Company at $100 per share plus dividends accrued 
and unpaid. At the option of the holders, each outstanding preferred share may be converted into 2.91675 common 
shares, subject to adjustment of the conversion rate in certain events. There are 102,675 unissued common shares re¬ 
served for the conversion of outstanding preferred shares. 

Per share data shown herein ref lect a three-for-two common stock split effected in May 1976. Changes in common 
stock and additional paid-in capital during 1976 and 1977 are as follows: 



Common Stock 

Additional 


Shares 

Aggregate 

Paid-In 


($5 Par) 

Par Value 

Capital 

Balances December 29,1975. 

Issuance of shares in connection 
with three-for-two common 

1,811,976 

$ 9.059,880 

$5,319,255 

stock split. 

Cash payment in settlement of 
fractional share interests 

905,377 

4,526,885 

(4,526,885) 

arising from stock split. 

Proceeds ($518,135) from sale of shares 
pursuant to: 



(19,344) 

Employees’ Stock Purchase Plan (Note 7). 

15,860 

79,300 

372,710 

Qualified Stock Option Plan (Note 6). 

2,875 

14,375 

51,750 

Balances, January 2,1977. 

Proceeds ($502,924) from sale of shares 
pursuant to Employees' Stock Purchase 

2,736,088 

13,680.440 

1,197,486 

Plan (Note 7). 

17,194 

85,970 

416,954 

Balances, January 1,1978. 

2,753,282 

$13,766,410 

$1,614,440 


6 Qualified Stock Option Plan: 


Under the Qualified Stock Option Plan, options on unissued common stock may be granted to key employees by a 
committee of the Board of Directors until April 24, 1983, at a price not less than the fair market value of the stock at 
the date of grant and for a term not in excess of five years. 

Common shares under option at January 1,1978 and activity during the two years then ended were as follows: 


Year 1977: 

Granted February 12,1974 (expire 

February 11,1979). 

Granted June 14,1977 at the closing 
price on June 13,1977 (expire June 
13,1982). 

Totals. 

Year 1976: 

Initial grant made on February 12, 
1974 at the then fair market value... 


Shares under Optjon 

Beginning 

of Year Gra nted Exercised Lapsed 

14.375 

41,750 _ _ 

14.375 41,750 - 


1,500 



Option 


Price 

End of 

per 

Year 

Share 

14,375 

$23.00 


41,750 

$30.50 

56,125 


14,375 

$23.00 


18,750 


2,875 


15 


























































The Chesapeake Corporation of Virginia and Subsidiary Companies 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

All shares under option at the end of each year were currently exercisable. At January 1,1978,16.000 shares (57,750 
shares at January 2, 1977) were reserved for future options which may be granted. No charge to income has been 
made with respect to the plan. 


7. Employees’ Stock Purchase Plan and Other Compensation Plans: 

Eligible full-time salaried employees are permitted to invest up to 5% of their basic compensation in the Company’s 
common stock under the Employees' Stock Purchase Plan (the "Plan"). The employer contributes an amount equal 
to one-half of the participant's contribution reduced by amounts required to be withheld for certain taxes. The com¬ 
bined amount becomes available to purchase shares of the Company's common stock at the market price as of the 
last day of the Plan's year which ended in 1977 on December 4 and in 1976 on November 28. As of January 1,1978, 
there had been issued under the Plan 57,698 shares of common stock and 167,302 shares were available for future 
issuance (see Note 5). 

The Officers' Incentive Compensation Plan, as approved by the stockholders, provides that a compensation com¬ 
mittee of outside members of the Board of Directors may make awards to selected officers of the Company. These 
awards, in the aggregate, may not exceed 2% of the amount by which consolidated operating profits, as defined, 
exceed 6% of consolidated capital, as defined. 

The Company has in effect other compensation plans for key employees under which awards, based principally on 
operating results, are made to participants. 

The aggregate charge to income with respect to the aforementioned plans approximated $667,000 in 1977 and 
$930,000 in 1976. 

Effective for the year 1977 the Company adopted the Employee Stock Ownersh ip Plan of The Chesapeake Corpora¬ 
tion of Virginia which covers eligible salaried employees. Contributions to this noncontributory plan (approximately 
$331,000 for 1977) are based on the amount of additional investment tax credits (see Note 4) available to the Company 
under the Tax Reduction Act of 1975. Contributions may be in the form of unissued common stock or any common 
stock that may be held in the treasury, or in cash that will be used by the plan's trustee to purchase shares of the 
Company's outstanding common stock. 


8 Employee Retirement Plans: 


The Company has several noncontributory retirement plans covering substantially all employees. The policy is to fund 
and expense the total of (a) currently accruing pension costs and (b) an amount equal to the amortization of prior 
service costs over periods not exceeding twenty-five years. Pension expense totaled approximately $1,975,000 in 
1977 and $1,715,000 in 1976. Increased pension expense for 1977 reflects principally higher base compensation 
and amendments which provide for improved benefits. At January 1,1978, based upon the latest actuarial reports 
available, unfunded prior service costs approximated $1,900,000 and, for certain plans, the excess of the actuarially 
computed value of vested benefits over fund assets amounted to approximately $85,000. 


9 Acquisition of Independent Boxmakers, Inc.: 


Effective July 1,1977, the Company, through a subsidiary, acquired in a purchase transaction the outstanding capital 
stock of Independent Boxmakers, Inc. ("IBI"), a corrugated container operation in Louisville, Kentucky, in exchange 
for $3,500,000 principal amount of the Company's 8% Subordinated Convertible Notes due 1978-1985 (see Note 3). 
The operations of IBI from the date of acquisition have been included in the accompanying consolidated statement 
of income. Assuming IBI’s results of operations had been included with the Company’s results from the beginning of 
the year 1976, pro forma net sales for 1977 and 1976 would have approximated $154,709,000 and $155,242,000, 
respectively, while the effect on reported amounts of net income and net income per share would not have been 
material. 

The total acquisition cost, including applicable fees and expenses, was assigned to the fair value of the net assets 
acquired (consisting principally of property, plant and equipment of $3,574,000). The resulting excess ($552,000) of 
cost over the fair value of net assets acquired is being amortized over forty years. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

10. Environmental Matters: 

The Company's West Point mill operates underand is in substantial compliance with the terms of an effluent discharge 
permit issued by governmental authorities. 

In connection with the Company's program to comply with governmental standards applicable to the emission of 
certain particulate matter at the West Point mill, the Company and the State Air Pollution Control Board (the "SAPCB') 
have entered into two consent orders. The August 1976 consent order approved the Company's program to bring 
particulate emissions from the operation of its chemical recovery boilers in line with current regulations, but not later 
than June 1, 1978. The February 1977 consent order approved the Company's program for compliance by March 15, 
1978 with respect to particulate emissions from a bark boiler. Certain control equipment, installed pursuant to the 
1977 consent order, was found to be defective. Under the applicable SAPCB malfunction regulation, the Company 
expects to continue operation of the bark boiler pending correction of such defect. 

The Federal Energy Administration in June 1977 issued to the Company an order to prohibit, effective about mid- 
1980. the burning of petroleum products or natural gas as the primary energy source for the Company's No. 8 power 
boiler. The Company expects to receive in 1978 the approval of the Environmental Protection Agency (“EPA') of its 
plan to convert No. 8 power boiler to coal. The Company anticipates that it will be required by the EPA to bring par¬ 
ticulate emissions from such boiler in line with existing regulations by June 30,1980. 

Preliminary tests by the Company as to total reduced sulfur emissions from facilities at the West Point mill indicate 
that the Company is not in compliance with applicable standards and will be required by the SAPCB to take additional 
steps to reduce such emissions. 

Proposed environmental regulations have been published that would define the limits of spillages into navigable 
waters for certain chemical substances, some of which are used at the Company's West Point mill. 

Pursuant to a consent decree entered in February 1978 by the United States District Court for the District of Mary¬ 
land,the Company is required to remove fill material from 2.6 acresof alleged wetlands at Pocomoke City, Maryland 
and to pay a civil penalty of $2,000. 

In the opinion of management, the aforementioned environmental matters will be ultimately resolved without a 
materially adverse effect on the Company’s financial position or business. 

See Note 12 with respect to anticipated capital expenditures for pollution control. 


11. Litigation: 


Since April 4, 1977, fourteen civil class action suits have been filed in Federal District Courts in California, Illinois, 
Kansas and New York by purchasers of corrugated containers purportedly on behalf of a class, naming the Company, 
and a number of other corporations engaged in the corrugated box manufacturing business, as defendants and 
alleging an illegal combination and conspiracy to fix prices of corrugated boxes. 

On September 27,1977, two independent box companies filed a civil class action suit in the United States District 
Court for the Eastern District of Pennsylvania against fourteen paper companies, including the Company, alleging an 
illegal combination and conspiracy to fix prices of linerboard and to force independent box companies out of business. 

Each of the aforementioned suits seeks injunctive relief and treble damages in unspecified amounts. The Company 
is vigorously defending these suits. While all litigation has an element of uncertainty, the Company believes that the 
outcome of these suits will not have a materially adverse effect on its financial position or business, although sub¬ 
stantial costs are likely to be incurred in defending the suits. 


12. Commitments and Other Matters: 

At January 1, 1978, commitments, principally for capital expenditures, approximated $5,500,000 exclusive of those 
for pollution control purposes. 

Capital expenditures to comply with presently known governmental requirements relating to pollution control for 
existing facilities are estimated to be $5,000,000, of which approximately $2,500,000 is expected to be spent in 1978 
and the remainder principally in 1979. Additional expenditures may be required in the future when more stringent 
standards become applicable, but the amounts thereof are not now determinable. See Note 10 with respect to environ¬ 
mental matters and Note 3 concerning pollution control funds of $1,614,012 held by a trustee. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

One subsidiary is a participant with several unrelated companies in a joint and several guarantee of a $716,000 loan. 

The Company leases certain assets (principally transportation equipment) generally for three to five-year terms. 
Because the Company's policy is to record in the financial statements any significant capital leases, the present value 
of unrecorded capital leases and the impact on net income if such leases were recorded are not material. Rental 
expense totaled approximately $3,429,000 for 1977 and $3,321,000 for 1976, before deducting rental income from 
subleases of ocean-going vessels approximating $196,000 and $1,012,000, respectively. As of January 1, 1978, 
scheduled minimum rental payments in future years on noncancelable leases approximated $1,050,000. Such amount 
applies to the next five years as follows: 1978—$609,000, 1979—$153,000, 1980—$37,000, 1981—$18,000 and 
1982—$12,000. The aggregate amount of such payments for years subsequent to 1982 is not significant. 

In 1977, the Company sold logs to its 50%-owned company in the amount of $3,750,000 (1976—$3,180,000) and 
purchased wood chips from such company in the amount of $340,000 (1976—$337,000). 


13. Segment Reporting: 

Information regarding operating segments is as follows: 


For the year ended January 1,1978: 

Sales to customers unaffiliated with the Company. 

Sales of mill products to corrugated container segment.... 

Total net sales. 

Income attributable to operations within each segment.... 

Other income (expenses) not related to segmental operations: 

General corporate expenses. 

Income from operations. 

Interest expense. 

Equity in earnings of 50%-owned company. 

Interest earned. 

Other income, net (Note 14). 

Income before income taxes. 

At January 1,1978: 

Assets directly utilized by segments. 

Other assets not related to operating segments: 

Cash. 

Investment in 50%-owned company (Note la). 

Other corporate assets. 

Total assets. 

Other supplemental information: 

Capital expenditures. 

Depreciation and cost of timber harvested. 


Mill 

Products 

Corrugated 

Containers 

Elimina¬ 

tions 

Consol¬ 

idated 


(In thousands) 


$ 93,296 
8,478 

$ 58,448 

$ 

(8,478) 

$151,744 

$101,774 

$ 58,448 

$ 

(8,478) 

$151,744 

$ 8,846 

$ 5,943 

$ 

3 

$ 14,792 





(957) 

13,835 

(3,078) 

651 

431 

458 

$ 12,297 

$137,259 

$ 21,592 

$ 

(518) 

$158,333 





2,630 

1,221 

5,004 

$167,188 

$ 28.934 

$ 1,092 



$ 30,026 

$ 11,718 

$ 1,348 



$ 13,066 


a. Information describing operating segments is contained in the first three paragraphs under the caption “Descrip¬ 
tion of Business" on the inside back cover of this report. 

b. Net sales of mill products to the corrugated container segment are consummated at the Company’s prevailing 
market prices. 







































































The Chesapeake Corporation of Virginia and Subsidiary Companies 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

c. A lumber manufacturing operation and a distributor of horticultural products, which in the aggregate are not material, 
have been included in the mill products segment. 

d. Eliminations have been made for the variation in intercompany profit in beginning and ending inventories ($3,000), 
intercompany profit in ending inventory ($87,000) and intersegment receivables ($431,000). 

e. Management has prepared the foregoing segmental information to comply with Statement of Financial Accounting 
Standards Number 14. Such information, the preparation of which must involve the judgment of management, may 
be of limited use in comparing the Company's operations with those of other companies. 

14 Other Income, Net: 

Such income consists of: 


Discounts earned. 

Gains on sales of property and equipment 

Miscellaneous income. 

Discounts allowed. 

Miscellaneous deductions. 

Totals. 


15. Quarterly Financial Data (Unaudited): 


Summarized financial data by quarters for the years 1977 and 1976 follow: 


Quarter Ended 

Weeks 

Net 

Sales 

Cost of 

Sales 

Net 

Income 

Net Income 
Per Share of 
Common Stock 



(Dollar amounts in thousands, except for per share data) 


1977: 






March 27,1977 

12 

$ 34,674 

$ 29,779 

$ 2,255 

$ .81 

June 19,1977 

12 

34,950 

28,433 

3,272 

1.18 

October 9,1977 

16 

46,886 

39,108 

2,276 

.81 

January 1,1978 

12 

35,234 

30,101 

2,478 

89 

Totals 

52 

$151,744 

$127,421 

$10,281 

$3.69 

1976: 






March 21,1976 

12 

33,399 

26,615 

2,557 

.93 

June 13,1976 

12 

36,143 

27,992 

3,208 

1.16 

October 3,1976 

16 

45,159 

35,860 

3,552 

1.29 

January 2,1977 

13 

34,325 

28,190 

2,267 

_.81 

Totals 

53 

$149,026 

$118,657 

$11,584 

$4.19 


16. Current Replacement Cost Information (Unaudited): 


1977 

$ 264,461 

887,535 
507,420 
(1,113,138) 
(88,364 ) 
$ 457,914 


1976 

$ 252,466 

531,450 
1,003,472 
(1,064,882) 
(196,975 ) 

$ 525,531 


The Company's Form 10-K for 1977 to be filed with the Securities and Exchange Commission will contain current 
replacement cost information with respect to certain assets and expenses. For the years 1977 and 1976, the current 
replacement cost of the Company’s inventories, production facilities and timber and the related amounts of cost of 
sales, depreciation and cost of timber harvested are generally considerably higher than the corresponding historical 
cost amounts reported in the consolidated financial statements. 

Copies of the Company's Form 10-K for the fiscal year ended January 1,1978 may be obtained by stockholders 
without charge after March 31,1978 on written request to the Office of the Secretary, The Chesapeake Corporation 
of Virginia, West Point, Virginia 23181. 

































The Chesapeake Corporation of Virginia and Subsidiary Companies 


CONSOLIDATED SUMMARY OF OPERATIONS 

for the five years ended January 1,1978 


January 1, 

January 2, 

December 28, 

December 29, 

December 30, 

1978(1977) 

1977(1976) 

1975(1975) 

1974(1974) 

1973(1973) 


(In thousands, except for per share amounts) 



Net sales. 

$151,744 

$149,026 

$130,955 

$137,785 

$ 99,834 

Interest earned. 

431 

702 

1,118 

1,694 

793 

Other income, net. 

458 

526 

177 

357 

328 

Equity in earnings (losses) of 50%- 
owned companies. 

651 

363 

(108) 

(136) 

338 


153,284 

150,617 

132,142 

139,700 

101,293 

Cost of sales, less depreciation and 
cost of timber harvested (Note C). 

114,355 

107,149 

92,626 

90,689 

69,426 

Depreciation and cost of timber 
harvested. 

13,066 

11,508 

10,045 

9,084 

8,120 

Selling, general and 
administrative expenses. 

10.488 

9,487 

8,451 

8,465 

6,455 

Interest expense. 

3,078 

2,407 

2,248 

2,337 

1,947 


140,987 

130,551 

113,370 

110,575 

85,948 

Income before income taxes 

12,297 

20,066 

18,772 

29.125 

15,345 

Provision for federal and state 
income taxes (Note B). 

2,016 

8,482 

8,597 

13,830 

7,216 

Net income (Notes B and C) 

$ 10,281 

$ 11,584 

$ 10,175 

$ 15,295 

$ 8,129 

Net income per share of common 
stock (Notes A and D). 

$3.69 

$4.19 

$3.70 

$5.61 

$2.95 

Cash dividends declared per share 
of common stock (Note A). 

$1.37 

$1.34 

$1.22 

$1.31 

$1.08 


NOTES TO CONSOLIDATED SUMMARY OF OPERATIONS 

A. Accounting policies are set forth in Note 1 of Notes to Consolidated Financial Statements. Each year consists of 
fifty-two weeks except for the year ended January 2, 1977 which consists of fifty-three weeks. Per share data and 
shares outstanding reflect a three-for-two common stock split in May 1976. See Note 9 with respect to acquisition 
in 1977 of Independent Boxmakers, Inc. 

B. Investment tax credits earned in 1977 and 1976 include approximately $2,750,000 and $700,000, respectively, re¬ 
lated to the Company's three-year major expansion program which was announced in February 1975 and completed 
during 1977. 

C. In 1974 the last-in, first-out (“LIFO”) method was adopted for determining the cost of all significant product and 
manufacturing materials inventories, the cost of which in prior years was determined by the average cost method. 
The adoption of LIFO in 1974 reduced net income for that year by approximately $465,000 (17<P a share). 

D. Net income per share of common stock is based upon the weighted average number of common shares outstanding 
during each year (including in 1977 and 1976 a nominal number of equivalents with respect to stock options), after 
recognition of preferred dividend requirements. Weighted average shares were as follows: 1977—2,740,207,1976— 
2,723,207, 1975-2,702,312,1974-2,693,912 and 1973-2,693,321. 
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The Chesapeake Corporation of Virginia and Subsidiary Companies 


MANAGEMENT’S DISCUSSION AND ANALYSIS OF THE 
CONSOLIDATED SUMMARY OF OPERATIONS: 


Comparison of 1977 and 1976 

Net income declined $1,303,000 or 11% in 1977. Such decrease resulted primarily from lower sales price realization and 
increased operating costs, the impact of which was partially offset by a significant increase in investment tax credits 
(see Note 4). 

Net sales increased by $2,718,000 or 2% as compared with 1976. The improvement is attributable to a subsidiary 
acquired on July 1, 1977. Volume of shipments, exclusive of the new subsidiary, increased approximately 3%; however, 
lower prices had an adverse effect on sales dollars. 

Cost of sales, excluding depreciation and cost of timber harvested, increased $7,206,000 or 7% in 1977. The change 
in the volume of products manufactured and increased cost principally for fuel, employee compensation, and other 
expenses account for the variance. 

The increase in depreciation of $1,114,000 resulted from the additional investment in depreciable assets. The volume 
of wood cut from Company lands and from short-term cutting rights increased to approximately 36% of wood require¬ 
ments for 1977 compared with 31% in 1976. This increase accounts principally for the $444,000 increase in the cost 
of timber harvested. 

Selling, general and administrative expenses increased by $1,001,000 or 11% in 1977, attributable primarily to an 
additional subsidiary and increases in compensation and professional fees. 

Interest earned decreased $271,000 in 1977 as compared with 1976 due to the reduction of investment in short-term 
securities. Other income decreased $68,000 (see Note 14). 

The increase of $288,000 in the equity in earnings of a 50%-owned company was attributable to a significant improve¬ 
ment in the sales prices and demand for plywood. 

The increase in interest expense of $671,000 or 28% is attributable to additional borrowings for capital purposes and 
for acquisition of a subsidiary. 

The decline in the provision for income taxes of $6,466,000 is due to the reduction in income before income taxes of 
$7,769,000 and the favorable impact of investment tax credits. The effective tax rate declined to 16.4% in 1977 from 
42.3% in 1976 principally as a result of additional investment tax credits (see Note 4). 

Comparison of 1976 and 1975 

An increase of 14% in net sales and net income over 1975 amounts reflects primarily an improvement in the volume 
of products sold. 

Costs and operating expenses increased in part as a function of increased volume and in part due to higher cost for 
raw materials, process chemicals, fuel and other expenses. Selling, general and administrative expenses increased as 
a result of both improved volume and higher salaries and wages. 

Interest income declined due to a reduction in funds available for investment in short-term securities and lower yields. 

The significant improvement in equity in the earnings of a 50%-owned company was attributable to increased demand 
and sales prices for plywood. 

The effective tax rate declined to 42.3% in 1976 from 45.8% in 1975 principally because of the effect of additional 
investment tax credits. 
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A TEN-YEAR COMPARSION 

(Dollar amounts in thousands, except for per share data) 



1977 

1976 

1975 

Operating results 




Net sales. 

$151,744 

$149,026 

$130,955 

Net costs except depreciation and cost of timber harvested 

126,381 

117,452 

102,138 

Depreciation and cost of timber harvested. 

13,066 

11,508 

10,045 

Income before income taxes. 

12,297 

20,066 

18,772 

Provision for income taxes. 

2,016 

8,482 

8,597 

Net income. 

10,281 

11,584 

10,175 

Per share of common stock. 

$3.69 

$4.19 

$3.70 

Percent of net sales. 

6.8% 

7.8% 

7.8% 

Net income applicable to common stock as a percent of 




equity of common stockholders (beginning of year). 

11.2% 

14.0% 

13.4% 

Cash dividends declared on common stock. 

$3,754 

$3,639 

$3,292 

Income retained for use in the business. 

6,351 

7,768 

6,707 

Financial position 




Working capital. 

$19,730 

$19,863 

$30,276 

Property, plant and equipment, net. 

125,836 

105,828 

85,768 

Other assets. 

5,766 

6,865 

2,878 

Long-term debt and deferred credits. 

50,969 

39,047 

33,680 

Stockholders' equity. 

100,363 

93,509 

85,242 

Per share of common stock. 

$35.17 

$32.89 

$30.07 

Shares of common stock outstanding. 

2,753,282 

2,736,088 

2,717,964 

Other information 




Additions to property, plant and equipment. 

$30,026 

$32,553 

$17,405 

Production of paperboard, paper and market pulp (tons). 

424,628 

418,678 

376.601 

Acres of timberlands owned. 

347,000 

345,000 

334,000 

Stockholders of record. 

4,377 

4,258 

4,156 

Employees. 

2,152 

2,066 

2,028 


See Notes to Consolidated Financial Statements, including Note 9 with respect to the acquisition in 1977 of Independent Box- 
makers, Inc. 

Per share data and shares outstanding reflect a three-for-two stock split in May 1976. 

*The adoption in 1974 of the last-in, first-out method for determining the cost of all significant product and manufacturing materials 
inventories had the effect of reducing net income for that year by approximately $465,000 (17<t a share). 

** Net income and net income per share for 1971 include the cumulative effect ($420,000 or $.15 per share) of changing in 1971 to 
the flow-through method of accounting for investment tax credits. Assuming the flow-through method as adopted in 1971 is applied 
retroactively, pro forma net income for 1971 amounts to $3,260,000 ($1.15 per share). Such pro forma data for years prior to 1971 
do not differ materially from amounts shown herein. 































1974 

$137,785 

99,576 

9,084 

29,125 

13,830 

15,295* 

$5.61* 

111 % 

24.0% 

$3,523 

11,596 


$26,171 

79,027 

6,036 

33,098 

78,136 

$27.63 

2,701,006 


$14,051 

427,399 

330,000 

4.168 

2,085 


1973 

$99,834 

76,369 

8.120 

15,345 

7,216 

8,129 

$2.95 

8 . 1 % 

13.8% 

$2,909 

5,049 


$14,322 

75,107 

9,291 

32,322 

66,398 

$23.35 

2,693,320 


$13,418 

406.572 

326,000 

3,864 

2,114 


1972 


$82,797 

66,410 

7,592 

8,795 

3,276 

5,519 

$1.98 

6.7% 

9.7% 

$2,873 

2,469 


$11,979 

70.490 

2,818 

23,915 

61,372 

$21.47 

2,693,320 


$17,284 

390.391 

322,000 

3.889 

1,979 


1971 

$71,417 

58,656 

6,589 

6,172 

2,912 

3,680** 

$1.30** 

5.2% 

6.4% 

$2,873 

630 


$11,448 

61,185 

2,374 

16,105 

58,902 

$20.55 

2,693.320 


$12,690 

373,601 

317,000 

3,971 

2,009 


1970 

$71,261 

56.181 

6,564 

8,516 

4,024 

4,492 

$1.60 

6.3% 

8 . 1 % 

$2,873 

1.442 


$9,122 

55,491 

2,023 

8,364 

58,272 

$20.32 

2,693,320 


$10,402 

378,018 

310,000 

4,035 

1,989 


1969 

$68,482 

53,691 

6,120 

8,671 

4.135 

4,536 

$1.62 

6 . 6 % 

8.4% 

$2,873 

1,486 


$11,878 

51,969 

2,084 

9,100 

56,831 

$19.79 

2.693,320 


$7,721 

364,366 

300,000 

3,937 

2,007 


1968 

$59,876 

46,493 

5,594 

7,789 

3.394 

4.395 
$1.57 

7.3% 

8.4% 

$2,873 

1,344 


$12,524 

50,774 

1.807 

9,760 

55,345 

$19.23 

2,693.320 


$9,382 

361,791 

285,000 

3,988 

1,919 
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DESCRIPTION OF BUSINESS 


The Chesapeake Corporation of Virginia is engaged at its West Point mill in the manufacture of unbleached kraft paper- 
board and paper, produced principally from softwoods, and of bleached market pulp, produced entirely from hardwoods. 
The wood raw material comes from growers, and from the Company's timberlands in four states. 

Chesapeakes mill products are sold primarily to converter-customers in the domestic, Canadian and European 
markets. Export sales (approximately $15,400,000 in 1977) are made through the Company's Domestic International 
Sales Corporation There is no significant concentration of sales in any one country. 

At subsidiaries with operations in seven states, paperboard supplied by the Company s mill and other manufacturers 
is converted into corrugated containers which are sold mainly in the eastern United States for shipping and other 
packaging uses. 

Net sales and income from operations for the two reportable industry segments of Chesapeake and its subsidiaries 
for the year 1977 are shown in the following table: 



Mill 

Products 

Corrugated 

Containers 

Eliminations 

Consolidated 

Sales to customers unaffiliated 
with the Company. 

$ 93,296 

(In thousands) 

$58,445 


$151,744 

Sales of mill products to 
corrugated container 
segment. 

8.478 


$ (8.478) 


Total net sales 

$101,774 

$58,448 

$ (8,478) 

$151,744 

Income attributable to operations 
within each segment. 

$ 8,846 

$ 5.943 

$ 3 

$ 14,792 


For additional segmental data, see Note 13 of Notes to Consolidated Financial Statements. 

Sales by classes of products for years prior to 1977 correspond to sales to unaffiliated customers shown for the year 
1977 The approximate amount (in thousands of dollars) and percentages of consolidated net sales (after elimination of 
intercompany transactions) contributed by the two classes of products of Chesapeake and its subsidiaries for the years 
1976 to 1973 were as follows: 



1976 

1975 

1974 

1973 


Mill products. 

Corrugated containers. 

$ 94,769 64% 

54.257 36 

$ 83,778 64% 

47/177 36 

$ 86,410 63% 

51,375 37 

$56,222 

43,612 

56% 

44 

Net sales. 

$149,026 100% 

$130,955 100% 

$137,785 100% 

$99,834 

100% 











